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VEMBERS PRESENT

Senator Bert Stednan, Vice Chair
Senat or Lyda G een

Senator Gary Stevens

Senator Bill W el echowski
Senator Lesil MGQiire

VEMBERS ABSENT

Senator Charlie Huggins, Chair
Senat or Thormas Wagoner

OTHER LEGQ SLATORS PRESENT
Senat or Joe Thomas
COW TTEE CALENDAR

HOUSE BI LL NO. 315

"An Act extending the ternmination date of the Big Gne

Commerci al Services Board; and providing for an effective date."
MOVED HB 315 OQUT OF COW TTEE

Al aska Natural Gas Devel opnment Authority Presentation by Harold
Hei nze, Executive Director

PREVI QUS COW TTEE ACTI ON

BILL: HB 315
SHORT TI TLE: EXTEND Bl G GAME COMVERCI AL SERVI CES BOARD
SPONSCR(s) : RULES BY REQUEST OF LEG BUDGET & AUDI T

01/ 15/ 08 (H) READ THE FI RST Tl ME - REFERRALS

01/ 15/ 08 (H) L&C, FIN

01/ 28/ 08 (H) L&C AT 3: 00 PM CAPI TCL 17

01/ 28/ 08 (H) Moved Qut of Conmttee

01/ 28/ 08 (H) M NUTE( L&C)

01/ 31/ 08 (H) L& RPT 6DP 1NR

01/ 31/ 08 (H) DP: GARDNER, LEDOUX, BUCH, RANRAS,
GATTO, (OLSON

01/ 31/08 (H NR: NEUVAN
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02/ 05/ 08 (H FIN AT 1: 30 PM HOUSE FI NANCE 519

02/ 05/ 08 (H Moved Qut of Conmittee

02/ 05/ 08 (H M NUTE( FI N)

02/ 06/ 08 (H FIN RPT 3DP 5NR

02/ 06/ 08 (H) DP: KELLY, JOULE, THOMAS

02/ 06/ 08 (H) NR  CRAWORD, HAWKER, STOLTZE, MEYER,
CHENAULT

02/ 11/ 08 (H) TRANSM TTED TO (S)

02/ 11/ 08 (H) VERSI ON:' HB 315

02/ 13/ 08 (S) READ THE FI RST TI ME - REFERRALS

02/ 13/ 08 (S) RES, FIN

02/ 20/ 08 (S) RES AT 3: 30 PM BUTROVI CH 205

02/ 20/ 08 (S) Heard & Held

02/ 20/ 08 (S) M NUTE( RES)

02/ 25/ 08 (S) RES AT 3: 30 PM BUTROVI CH 205

W TNESS REG STER

HARCLD HEI NZE, Executive Director

Al aska Natural Gas Devel opnent Authority (ANGDA)

Anchor age AK

PCOSI TI ON STATEMENT: Gave presentation for the Al aska Natural Gas
Devel opnent Aut hority.

ACTI ON NARRATI VE
VICE CHAIR BERT STEDVAN called the Senate Resources Standing

Commttee neeting to order at 3:44:59 PM Present at the call to
order were Senators G een, Stevens, W el echowski and Stednan.

HB 315- EXTEND Bl G GAVE COVMERCI AL SERVI CES BOARD

3:46: 01 PM
VICE CHAIR BERT STEDVAN announced HB 315 to be up for
consi derati on.

SENATOR GREEN noved to report HB 315 from committee wth
i ndi vi dual recomendati ons and acconpanying fiscal notes. There
were no objections and it was so ordered.

3:46: 47 PM
Al aska Natural Gas Devel opnent Authority (ANGDA) Presentation

3:.47: 44 PM

HAROLD  HEI NZE, Executive Director, Al aska Nat ur al Gas
Devel opnent Authority (ANGDA) said the authority is a public
corporation of the State of Alaska. It exists under statute and
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was passed by the initiative process. It is under the control of
a seven-nenber public board and has six nenbers; Scott Hayworth
is the acting chairman. It enploys about six or seven individual
consultants on a part time basis and has hired several dozen
contractors, alnost all Alaskan, since it was formed in 2003.

3:48: 04 PM
SENATOR MCCGUI RE joi ned the commttee.

3:49:53 PM

MR. HEI NZE said ANGDA applied for a license under the Al aska Gas
Line Inducenment Act (AGQ A and he wanted first to comrent on
that process; secondly he wanted to discuss other things that
relate to it.

3:52:18 PM

MR, HEINZE said he would first talk about a “spur line” and
ANGDA's interest in getting North Slope gas to market in a way
t hat benefits Al askans. Mst recently it has focused entirely on
making the connection between the instate resource and the
i ndi vi dual Al askan consuner through the electric utilities and
the gas transmi ssion conpanies. The key elenent in all that is
a gas transm ssion system that would run from a major project,
either highway or an LNG project, and connect into the Cook
Inl et area where there is extensive use of Cook Inlet gas.

Second, as part of his project thinking, he said he considered
numer ous takeoff points along the way for gas users, whol esale
propane facilities et cetera. He also tried to |look at people
who mght want to put gas on the pipeline system after
di scovering it. Soneone has to speak for them at some point in
the process. He illustrated a spur |line system in his
present ati on.

MR. HEINZE said ANGDA's AGQ A application described an Al aska gas
mar ket that wused 250 Mrcf/day for both heating and electric
generation. Propane is an ideal fuel in the rural setting and he
said North Slope gas is rich in it — far nore than the 10,000
barrels/day his chart indicated. In addition, he said, Al aska
has always | ooked at both Valdez as an LNG port and Cook Inlet
as an LNG and industrial site. Both are very inportant to Al aska
in the long run and so ANGDA s approach goes through d ennallen
and keeps all of those options open even if they are not part of
the initial system (The slide illustrated his view of the
propane distribution systemin Al aska.)
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He said every conpressor station would beconme a source of
propane because it gets extracted there anyhow and propane could
be trucked fromthere or sent down the Yukon R ver. Once it got
to tidewater, it could be noved all up and down the coast in
bar ges.

3:55:09 PM

MR. HEINZE said ANGDA's application was limted in scope and
focused only on the instate connection to a highway pipeline
they proposed would start at Delta Junction, then run to
G ennallen, to Palner and then to Beluga. It was sized entirely
for just residential heat and electrical load. It was not on the
sane scale as the “big project,” but would cost over $1 billion.
The people who would be obligated to pay for it would be the
ones with neters hanging on their houses.

The second part of ANGDA' s application conceived of a mgjor
project going to Valdez; it was a shorter anount of pipeline, a
lower tariff and a lower cost. The two tariff nunbers when
coupled with a realistic estimate of the tariff in a big pipe
would result in a transportation cost from the North Slope to
Cook Inlet that would look very simlar to the transportation
charge from the North Slope to Alberta or Chicago. Again, he
said the volune assunption is just for the residential |oad and
that any export or industrial |oads would drop the tariffs
significantly.

VI CE- CHAI R STEDMAN asked himto comrent on the capital costs for
a scenario where another entity built the larger 48-inch line to
Al berta or Chicago and ANGDA built a bullet line to Bel uga.

MR. HElI NZE specul ated that from Delta Junction (on the chart of
their proposed spur line system) a 48-inch pipe would probably
be less than $1 fromthe North Sl ope to that point.

3:59: 30 PM
VI CE- CHAI R STEDMAN asked if the spur line conmng out of Delta
Junction were backed by the state, would it still cost $1

billion to build.

MR HEINZE answered their estimate is $1.25 billion for a spur
line fromDelta Junction into the Cook Inlet area.

SENATOR W ELECHOWBKI asked at what point would it not nake sense

to have a line to Al berta, because gas is used for instate needs
and the pipe mght not be full.

SENATE RES COW TTEE -4- February 25, 2008



MR. HEI NZE answered they had |ooked at that concept and a few
years ago a 2 Bcf/day LNG project was economc, feasible and
conpetitive, but they decided also that it would be a really big
project with a ot of noving parts. They then started focusing
on getting gas to Alaskans. He referenced a letter to the
governor that was witten over a year ago in response to a
simlar question. They basically concluded at that tinme that the
economcs of a spur line comng off a big pipe would be
difficult, but very workable, for just residential customners.
They also found that for a small project that would go all the
way to the North Slope, an industrial wuser or exporter would
have to be added. The right bal ance would just have to be found.

VI CE- CHAI R STEDMAN not ed Senator Thomas was i n attendance.

4:04: 36 PM at ease 4:06: 27 PM

MR. HEINZE said 24-inch sized pipe is very available in the
worl d steel market and can be nmade by just about any steel mll.
Al of the equipnent exists for construction and all they would
have to do is gather it up; the 1,000-nmenber workforce with the
skills needed already exists wthin Al aska. The engineering
design and permtting would need to be done to get ready for the
construction phase. He said that ANGDA had already obtained a
conditional right-of-way from the State of Alaska for the
G ennallen to Palner leg and visualizes comng dowm from Delta
Junction to Gdennallen in close proximty to the Trans-Al aska
Pipeline (TAPS). Two rights-of-way already exist from Palnmer to
Bel uga. He envisioned three years to field construction and two
to three years for this kind of a pipeline.

4:08: 50 PM

MR. HEINZE said ANGDA' s application contained a full set of
| egal and contractual docunents to nake the commtnents for the
gas necessary to start building the pipeline. They also
devel oped a cost of service nodel on an Excel spreadsheet. He
added that ANGDA did not survive the conpl eteness review because
they didn't go to the North Slope; they hoped one of the
applicants would refer to themdirectly and by that reference to
be included in the process.

MR. HElI NZE enphasi zed that Al askans all over needs to have sone
sort of crack at getting this energy and stated that everybody
is in sonme sort of difficulty energy-w se.

4:12: 09 PM
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SENATOR W ELECHOMSKI asked if he was successful in getting
commtnents for the propane portion of the project.

MR. HEI NZE answered they had devel oped a propone denonstration
project down the Yukon River. The concept would be to truck
propane since there is no pipeline fromthe North Slope down to
the Yukon River and the City of Tanana is proceeding on that
project. ANGDA awarded a contract to a project devel oper to work
for them Getting the propane has been one of the on-again off-
again easy-difficult parts. At first it was pretty easy because
propane is nmade on the North Slope as part of the production
facilities and it is used to chill the gas. But it turns out
that that supply is not available for this project, so they wll
have to find other opportunities or ask the state if it wants to
t ake sonme royalty propane in-kind.

SENATOR W ELECHOWSKI asked why the change of opinion on the
propane supply.

4:14:52 PM

MR. HEINZE replied just that it's being fully utilized already.
He stressed in slide 11 that it’'s not enough to say they have
five off-take points in Alaska. To make it work, you have to
have an ability to nmke a physical connection and a contract
you need financial commtnments and regulatory approvals. This
woul d t ake about three years.

4:15:52 PM

He said Cook Inlet clearly has alternatives, but every time he
has done an evaluation of them all of the scenarios that use
gas or nore heavily rely on gas always cone out cheaper to the
consuner. It’s because a huge investnment in gas infrastructure
already exists there and any other project would require
infrastructure that the consumer would have to pay for. They
found little difference in projects between locally found gas,
gas brought in from the North Slope and inported LNG from
| ndonesi a. So, he concluded, the power is in using the existing
infrastructure, not exactly what the gas source is.

4:17:51 PM

He reviewed Slide 13, which was a chart of the variance in daily
demand over a one-year period. The peaks were in the mddle of
the winter when a lot of gas is burned for heat and electricity.
In the summer the heating |oad al nost goes away and that sharp
up and down is the challenge to the current system It’s hard to
sustain producing wells and develop the economics of drilling
wells in the sumrer; and the wi nter demands strain the system
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the other way. The advantage of the Kenai LNG plant and the
Agrium plant, however, is that they can be turned off or down in
the winter so supply could go to residents.

4:20: 36 PM

MR. HElI NZE next shifted gears to the Plan B idea and sunmari zed
that everything he has covered is conpatible with the AGJA
process and with any proposal he has seen from anybody at this
point. On the other side of the issue he has the sense of two
di sconforts with where the state is on the gas issue right now
One is the issue of timng and the need for some solution for
instate needs; it’'s clear that even the nobst aggressive of the
other plans is at |east a decade out and realistically nore than
t hat .

It also becones an issue of probability - the bigger nore
conplex projects are, the nore there is an opportunity for
things to go amy. He felt that sense of disconfort over these
two issues in the legislature, as well. He said he would present
the rest of his talk in that spirit enphasizing that he didn't
have an answer, but he had sone ideas.

One idea is that the situation is different today than it was a
couple of vyears ago. The opportunities are different on the
North Slope. Clearly Anadarko is already |ooking for gas in the
foothills; two years ago that opportunity did not exist. They
could find a field of 3 Tcf to 5 Tcf. That provides the basis to
anchor a small project and an explorer who has found gas has
every notive to nonetize it as quickly as possible. They have
tremendous incentives to dedicate that gas to the instate market
with the recently-passed tax incents that give preference to gas
mar keted in Al aska by dropping the severance tax from 25 percent
to 5 percent. Also not lost on the Foothills opportunity, is
that the partners to Anadarko are BG G oup and PetroCanada. BG
Goup has told this conmttee that if they had gas in Al aska,
they would like to nonetize it through an LNG project out of
Val dez.

4:25: 03 PM

The second item on his chart was Point Thonson and he said that
now, as opposed to two years ago, he <could say pretty
confidently that wthin one to two years, it would be under
active developrment. And if you can build a small single high-
pressure gas line comng off the North Slope, you could build
one from Point Thonson and run both the condensate and the gas
into that kind of a pipeline system It would |ook very
different in terns of devel opnent than what is on the table.
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4:26: 26 PM

He observed if there was a high pressure gas line comng off the
North Slope to an instate system it would be logical to extract
t he ethane-propane-butane that is brought to the surface every
day with the 8 Bcf gas that is reinjected. One could continue
re-injecting the gas and take the nore val uabl e ethane, propane
and butane to market. That is good conservation, and a good
argunent could be nmade that if you didn’t do that and had the
opportunity, that would constitute waste as defined in Al aska
statutes. He added that the state is also a royalty gas owner
and at sone point it has an obligation to assure that gas is
available in the state if needed. Also, having that gas as a
back-stop is key to reaching a comrercial transaction with other
parties.

Finally, M. Heinze put forth that the process of converting gas
to liquids costs a lot of nobney, but the virtue of it is that
you get an extraordinarily high-quality product. If the first
thing you do is put it in the oil line, you |lose cleanliness,
but if it is put in a high pressure gasline, it maintains its
identity as a very high quality product.

So, M. Heinze sunmmari zed:

Vell, maybe with a little fresh thinking, we can go up
north and find something other than Prudhoe Bay, find
sonet hing other than the same three producers that we
constantly look to to solve this problem and rmaybe we
can find sonme other ways to advance the project.

4:30: 15 PM

He referred to Slides 15 and 16 to illustrate a project based on
new North Slope gas supplies. He concluded this basin-opening
proj ect would be Plan B

4:32:42 PM

MR. HEI NZE argued there is an expectation out there “that we do
sonething with the North Slope gas that helps the econony,
creates jobs and makes energy supplies nore readily available
and nore reasonably priced.” He next presented a conceptual
slide that he borrowed from a Society of Petroleum Engineers
article on the different concepts behind noving gas and remarked
it’s not a sinple world of just pipelines versus LNG but rather
of conpressed natural gas, petrochemcals, gas-to-liquids and
making the gas into electricity and noving the electrons (this
could work in the Nenana Basin).
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4:33: 34 PM
Slide 18 illustrated ANGDA' s gane plan which is to:
1. continue to work with all project sponsor under AG A
2. sponsor open season informational workshops
3. conduct high-priority field work along instate connector
pi peline alignnents
4. continue devel opnment of major elenents of design, |ogistics
and construction
5. secure financing with public private utility and industria
partners.

MR. HEINZE said ANGDA would continue to search for commercial
entities that would be capable of taking over the project that
ANGDA started. He thought a nunber conpanies would be interested
if they thought a gas project was actually going to happen,
because an instate systemwould fit their strategic direction in
the longer term He concluded by thanking the comrittee for
giving himthis opportunity.

VI CE- CHAI R STEDVAN t hanked him too, for updating the committee
on this project and adjourned the neeting at 4:38:35 PM
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